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1st Session Vote No. 211 Page S-8480 Temp. Record

TAXPAYER RELIEF ACT/Conference Report, Passage

SUBJECT: Conference report to accompany the Taxpayer Relief Act of 1997 . . . H.R. 2014. Agreeing to th e
conference report.

ACTION: CONFERENCE REPORT AGREED TO, 92-8

SYNOPSIS: The conference report to accompany, H.R. 2014, the Taxpayer Relief Act of 1997 (as scored by the Join t
Committee on Taxation on July 30, 1997), will provide net tax relief of $96.1 billion over fiscal years (FYs)

1997-2002 and $282.1 billion over FY's 1997-2007 (the total cost of the bill, including outlays from the partially "refundable"
child tax credit, will be $100.444 billion over 5 years and $292.045 billion over 10 years). The new taxes on tobacco proposed
in the Senate-passed bill, and the increa sed funding for the child health insurance initiative, were moved to the Balanced Budget
Act (see vote No. 209). The cost of th ese tax cuts will be more than offset by the economic dividend $355 billion over 10 years)
that will result from balancing the budget in fiscal year (FY) 2002, as provided for in the Balanced Budget Act. This bill will
enact the largest tax cut since 1981 and the first tax cut since 1986. It will give cradle-to-grave tax relief to Americans: it will
give a $500-per-child tax credit, education tax reli ef, savings and investment tax relief, retirement tax relief, and estate tax relief.
It will eliminate more than a third of the increased tax burden imposed by the 1993 Clinton tax hike, which was the largest tax
hike in history. Details are provided below.
Child tax credit:

® a$400 per chil d income tax credit in 1998 and a $500 credit thereafter will be given for children under the age of 17; that
credit will provide families with $85.045 billion in tax relief over fiscal years (FYs) 1998-2002 and $183.401 billion over FY's
1998-2007; the credit will not be indexed for inflation;

e for a taxpayer who qualifies for the Earned Income Credit (EIC), the child credit will be computed entirely befor e
determining any EIC eligibility (the EIC isa"refundable" credit that allows refunds to be given in excess of the amounts paid
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in income taxes; the original justification for creating the EIC was to reduce the burden of payroll taxes (principally Socia |
Security); people who are igible for the maxi mum EIC credit now get back all the money they have paid in income and payroll
taxes put together, and they get an extra sum of more than $2,500); for a taxpayer who qualifies for the EIC and who has three
or more children, the child tax credit will be refundable to the extent that the application of the child tax credit and the EI C
together do not exceed the total amounts paid in income and payroll taxes; for related debate, see vote Nos. 140 and 156;

® no education individua retirement account (IRA) or qualified tuition program requirements on the credit will be imposed,;
for related debate, see vote Nos. 139; and

e thecredit will phase out for single taxpayers with adjusted gross incomes (AGls) between $75,000 and $85,000 ($50 for
each $1,000 i ncrease in income) and will phase out for married taxpayers with AGIls between $110,000 and $120,000; thes e
thresholds will not be indexed for inflation.

Education tax incentives:

e in total, $39.394 billion over 5years (FY's 1998-2002) and $98.835 bhillion over 10 years (FY's 1998-2007) in education tax
incentives will be enacted; the proposals for education individual retirement accounts (IRAS), penalty-free withdrawalsfro m
retirement |RAs for education expenses, the extension of employer-provided education assistance, and student loan interes t
deduction are drawn from the Senate Republican leadership's education hill (the Safe and Affordable Schools Act; S. 1), th e
HOPE scholarship proposal is from the Administration; provisions include those noted below;

e amodified version of the Administration's non-refundable HO PE scholarship tax credit proposal will be adopted; the 5-year
tax relief will be $31.559 hillion and th e 10-year relief will be $76.041 billion; the credit will be for higher education tuition and
fees; it will not be used for room, board, or textbooks; for thefirst 2 year s of college attendance, a taxpayer will get up to a $1,500
credit (the credit rate will be 100 percent on the first $1,000 in tuition and fees, and will be 50 percent on the second $1,000 in
tuition and fees); in the second 2 years in college, ataxpayer will be eligible for up to a $1,000 credit (the credit rate will be 20
percent on the first $5,000 in tuition and fees); the credit will be phased out for singles with AGIs between $40,00 and $50,000
and for married couples with AGIs between $80,000 and $100,000;

e education IRAs will be created; the 5-year tax relief will be $3.899 billion and the 10-year relief will be $14.193 billion;
up to $500 in nondeductible contributions will be allowed annually to an education IRA (the Senate-passed bill allowed th e
contribution of up to $2,000 annually, an d it allowed the additional contribution of the $500 child tax credit); inside buildup will
be tax-free; digtributionsw ill be tax-free only if used for higher education expenses (the President threatened a last-minute veto
if parents were alowed to usethe funds for elementary or secondary education expenses, including tuition or tutoring expenses,
see vote No. 150 for related debate); if any balance remains when an account holder reaches age 30 it will be  distributed and
taxed, with penalties, unless the balance is transferred to an education IRA for another family member (the Senate-passed bill
allowed any remaining balance to be converted to a Roth IRA account; see below);

® an above-the-line tax deduction for student loan interest will be allowed during the first 60 months in which interes t
payments are required; the maximum deduction will be $1,000in 1998, increasing to $2,500 in 2001 and thereafter; the deduction
will phase out between $40,000 and $55,000 for single filers and between $60,000 and $75,000 for joint filers; the 5-year tax
relief will be $690 million and the 10-year relief will be $2.429 billion; and

® penalty-free withdrawals will be allowed from non-education IRAs for post-secondary and graduate school expenses; the
5-year tax relief will be $812 million and the 10-year relief will be $1.732 billion.

Capital Gains:

o for assetsheld for 18 months or more (or for 12 months or more if sold before July 29, 1997), the capital gains tax rate will
be reduced from 28 perce nt to 20 percent for individuals in tax brackets above 15 percent, and will be reduced to 10 percent for
individualsin the 15-percent bracket (the curr ent rate structure of 28 percent/15 percent will be retained for assets sold after July
29, 1997 that were held between 12 months and 18 months); an even lower rate structure of 18 percent/8 percent will apply to
assets held 5 years or more; the 8-percent rate will begin for assets sold in 2001, and the 18-percent  rate will begin for assets
purchased in 2001; on January 1, 2001, ataxpayer may elect to treat an asset as having been sold and reacquired at its fair market
value, if so doing will result in ataxable gain; depreciable real property will have a capital gains tax rate of 25 percent (instead
of 28 percent); the rate will remain 28 percent on collectibles; in general, the rate reductions will apply to taxable years ending
after May 6, 1997; gains will not be indexed for inflation; for related debate, see vote Nos. 132-133 and 159;

o effective on the date of enactment, gains on the sale of a principal residence of up to $250,000 for a single filer and up to
$500,000 for ajoint filer will be excludable as often as once every 2 years; and

e gainsfrom the sale or exchange of qualified small business stock held more than 6 months will not be taxed if reinvested
within 6 monthsin other qualified small business stock, and the minimum tax preference on the gain from the current 50-percent
exclusion for such stock will be reduced from 50 percent to 42 percent.

Individual Retirement Accounts (IRAS; see the "Education tax incentives' heading above for education IRAS):

e the income limits on contributing to deductible IRAs that apply to individuals who participate in employer-sponsore d

retirement plans will be raised gradually (individuals under those limits may contribute up to $2,000 annually); by 2005 an d






Page 4 of 4

VOTE NO. 211 JULY 31, 1997

o the Federal unemployment t emporary surtax (FUTA) will be extended through December 31, 2007, increasing receipts by
$6.356 hillion over 5 years and by $6.726 billion over 10 years.

Those favoring passage contended:

The provisions of this conference report will do at least asmu ch to send the United States roaring into the next century as will
the spending cuts of the conference report we just passed. Though many of  our more liberal colleagues have a hard time accepting
the fact, the American people prefer to spend their own money than to have the Federal Government spend it for them. Eve n
harder for our liberal colleagues to accept is that the American people spend their money more wisely than does the Federa |
Government. On those few rare occasions in the past that Congress has actually cut taxes, the result has been that the economy
has grown so much that overall tax receiptshav e gone up. This conference report will provide the largest tax cut since 1981 and
thefirst tax cut since 1986. It will eliminate more than one-third of the Clinton tax hike of 1993, which was the largest tax hike
in history.The money will come from balancing the budget. The bill we just passed, by conservative estimates, will caus e
economic growth that will increase tax collections by more than $3 55 billion over 10 years. Many of our liberal colleagues would
loveto spend that extra money. We would rather give it back to the peoplein tax relief. This bill will give a net of $282 hillion
inrelief over the next 10 years, and will use the rest for deficit reduction.

Most of that tax relief will go to middle-class American famil ies. In the first 5 years more than three-quarters of the relief will
go to familieswith lessthan $75,000 in income. The best provision in this bill is the $500 per child tax credit. One of the major
pressures on the rapidl y disappearing middle-class family is the oppressive tax burden from the Federal Government. The most
successful ingtitution in the world isthe family, and every civilization isbuilt  on that basic social unit. When families disintegrate,
civilizations crumble. We need to do more to support the family. This tax credit is a huge step in the right direction.

Weare also delighted by the education initiativesin this bill. By custom, at the start of each Congress the majority party in
the Senate has the right to file the first 10 bills as away of indicating itstop priorities. This Congress, the Senate Republican's
first bill, S. 1, was the Safe and Affordable Schools Act. Many of the provisions of S. 1 have been included word-for-word in
this tax relief bill. The President's main proposal, the HOPE scholarship proposal, has also been included.

This bill will provide immediate investment in the production side of the economy as well with its capital gains, IRA, and
death tax provisions. We know from experience that cutting the capital gains tax is extremely beneficial to the economy. Every
time it has been cut tax receipts have s kyrocketed and the economy has grown. The reason is that the tax only appliesif an asset
is sold--people will hold onto marginally productive or even unp roductive assets if they know that selling them will result in their
being taxed heavily. The IRA provisions will similarly boost the economy. Americans have an abysmally low savings rate. For
new ventures to start, they need capital. They cannot get capital if there are not any savings to borrow. Making favorable IRA
changes will greatly increase the a mount of capital available for investment, which will spur economic growth. Finally, the cuts
in the estate tax will help the production side of the economy. Small businessmen and farmers, to whom the cuts are targeted,
are often driven out of business by death taxes. The confiscatory nature of this tax often makes it impossible to pass a business
or farm from one generation to the next, or even to keep it operating as a going concern. Small businesses are the backbone of
our economy, providing most of the new jobs, and American farms are the breadbasket of the world; we therefore strongly favor
the death tax relief provisions of this conference report.

Republicanstook control of Congressin 1995 on the promiseth at they would balance the budget and provide tax relief. Those
were not empty promises; it took 3 years of effort, but they are being met today. We enthusiastically urge the adoption of this
conference report.

Argument 2:

We are not totally pleased with the provisions of this bill, but, like the bill we just considered, numerous bipartisa n
compromises were reached. We are especially pleased that on this bill our Republican colleagues agreed to a version of th e
President's HOPE scholarship proposal , and that they agreed to increase the refundability of the child tax credit for those people
who do not pay any income taxes. We therefore support passage.

Those opposing passage contended:

Our Republican colleagues, and, unfortunately, most of our Democratic colleagues, cannot wait to cut taxes because they say
they have balanced the budget. However, they have not balanc ed the budget. All they have done is pass a plan, and that plan only
balances because it counts Social Security surpluseswhich, by law, are not supposed to be counted in budget calculations. When,
and if, the budget is balanced, we will consider tax relief, but not before



